Internal Revenue Service, Treasury

pursuant to TEFRA section 208(d)(2)(B), the
provisions of section 168(f)(8)(J), but not the
provisions of section 168(i)(1), will apply only
to such property. If the general transitional
rule does not apply to a specific mass com-
muting vehicle, the provision of section
168(i)(1) applies to the lessor who leases such
vehicle.

Q-18: Does the definition of a qualified mass
commuting vehicle include component parts of a
qualified mass commuting vehicle—such as an
undercarriage of a subway car or the costs of re-
habilitation or reconstruction of a mass com-
muting vehicle (or component part thereof)?

A-18: Yes.

[T.D. 7850, 47 FR 50853, Nov. 10, 1982, as
amended by T.D. 7879, 48 FR 11942, Mar. 22,
1983]
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§6a.103A-1 Interest on mortgage sub-
sidy bonds.

(@) In general—(1) Mortgage subsidy
bond. A mortgage subsidy bond shall be
treated as an obligation not described
in section 103 (a)(1) or (a)(2). Thus, the
interest on a mortgage subsidy bond is
includable in gross income and subject
to Federal income taxation.

(2) Exceptions. Any qualified mort-
gage bond and any qualified veterans’
mortgage bond shall not be treated as
a mortgage subsidy bond. See §6a.103A~
2 with respect to requirements of quali-
fied mortgage bonds and §6a.103A-3
with respect to requirements of quali-
fied veterans’ mortgage bonds.

(3) Additional requirement. In addition
to the requirements of §6a.103A-2,
§6a.103A-3, and this section, qualified
mortgage bonds and qualified veterans’
mortgage bonds shall be subject to the
requirements of section 103(c) and the
regulations thereunder.

§60.103A-1

(4) Advance refunding. On or after De-
cember 5, 1980, no tax-exempt obliga-
tion may be issued for the advance re-
funding of a mortgage subsidy bond
(determined without regard to section
103A(b)(2) or §6a.103A-1(a)(2)). An obli-
gation issued for the refunding of a
mortgage subsidy bond will be consid-
ered to be an advance refunding obliga-
tion if it is issued more than 180 days
before the prior issue is discharged.

(5) Registration. Any obligation that
is part of a qualified mortgage bond
issue or qualified veterans’ mortgage
bond issue and which is issued after De-
cember 31, 1981, must be in registered
form. The term “‘in registered form”
has the same meaning as in §1.6049-
2(d). Thus, in general, an obligation is
issued in registered form if it is reg-
istered as to both principal and inter-
est and if its transfer must be effected
by the surrender of the old instrument
to the issuer and by either the
reissuance of the old instrument to a
new holder or the issuance of a new in-
strument to a new holder.

(b) Definitions. For purposes of
§§6a.103A-2, 6a.103A-3, and this section
the following definitions apply:

(1) Mortgage subsidy bond. (i) The
term ‘‘mortgage subsidy bond’” means
any obligation which is issued as part
of an issue a significant portion of the
proceeds of which is to be used directly
or indirectly to provide mortgages on
owner-occupied residences.

(ii) For purposes of subdivision (i), a
significant portion of the proceeds of
an issue is used to provide mortgages if
5 percent or more of the proceeds are so
used.

(2) Mortgage. The term ‘“‘mortgage’
includes deeds of trust, conditional
sales contracts, pledges, agreements to
hold title in escrow, and any other
form of owner financing.

(3) Bond. The term ‘““bond’” means any
obligation. The term ‘‘obligation”
means any evidence of indebtedness.

(4) State. (i) The term ‘“‘State” in-
cludes a possession of the United
States and the District of Columbia.

(ii) For purposes of subdivision (i),
obligations issued by or on behalf of
any State or local governmental unit
by constituted authorities impowered
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§60.103A-2

to issue such obligations are the obli-
gations of such governmental unit. See
§1.103-1(b).

(5) Proceeds. The term ‘“‘proceeds’ in-
cludes original proceeds and invest-
ment proceeds. The terms ‘‘original
proceeds’” and ‘“‘investment proceeds’’
shall have the same meaning as in
§1.103-13(b)(2). Unless otherwise pro-
vided in §6a.103A-2 or this section,
however, amounts earned from the in-
vestment of proceeds which are derived
from qualified mortgage bonds in non-
mortgage investments may not be com-
mingled for the purposes of accounting
for expenditures with other non-bond
amounts, and such proceeds are invest-
ment proceeds even though not treated
as investment proceeds for purposes of
section 103(c). Repayments of principal
on mortgages shall be treated as pro-
ceeds of an issue. Amounts (such as
State appropriations or surplus funds)
which are provided by the issuer or a
private lender in conjunction with a
qualified mortgage bond or a qualified
veterans’ mortgage bond shall not be
treated as proceeds of a mortgage sub-
sidy bond under this section. However,
fees which are paid by a participating
financial institution pursuant to an
agreement with the issuer whereby
such institution receives the right to
originate or service mortgages and
which are retained by an issuer are
treated as original proceeds of the
issue. Amounts provided by the issuer
or a private lender may be treated as
proceeds of an issue for purposes of sec-
tion 103(c).

(6) Single-family and owner-occupied
residences. Except for purposes of
§6a.103A-2 (g) and (h)(2)(ii), the terms
“single-family’’ and ‘‘owner-occupied,”’
when used with respect to residences,
include two-, three-, and four-family
residences—

(i) One unit of which is occupied by
the owner of the units, and

(ii) Which were first occupied as a
residence at least 5 years before the
mortgage is executed.

[T.D. 7780, 46 FR 34314, July 1, 1981; 46 FR
37890, July 23, 1981, as amended by T.D. 779,
46 FR 55514, Nov. 10, 1981]

§6a.103A-2 Qualified mortgage bond.

(a) In general—(1) Qualified mortgage
bond. A qualified mortgage bond shall

26 CFR Ch. | (4-1-04 Edition)

not be treated as a mortgage subsidy
bond, and the interest on a qualified
mortgage bond will be exempt from
Federal income taxation.

(2) Termination date. No obligation
issued after December 31, 1987, shall be
treated as part of a qualified mortgage
bond issue.

(b) Definitions and special rules. For
purposes of this section and §6a.103A-1,
the following definitions apply:

(1) Qualified mortgage bond. The term
““‘qualified mortgage bond’” means one
or more obligations issued by a State
or any political subdivision thereof
(hereinafter referred to as ‘‘govern-
mental unit’’) as part of an issue—

(i) AIll of the original proceeds of
which, net of the costs of issuing the
obligations and proceeds invested in a
reasonably required reserve fund (such
net amount hereinafter in this section
referred to as ‘‘lendable proceeds’), are
to be used to finance owner-occupied
residences, and

(if) Which meets each of the require-
ments of §6a.103A-1 and this section.

A qualified mortgage bond does not in-
clude any bond that is an industrial de-
velopment bond under section 103(b).

(2) Constitutional home rule city. The
term ‘“‘constitutional home rule city”
means, with respect to any calendar
year, any political subdivision of a
State which, under a State constitu-
tion which was adopted in 1970 and ef-
fective on July 1, 1971, had home rule
powers on the 1st day of the calendar
year.

(3) Targeted area residence. The term
‘“targeted area residence’ means a resi-
dence in an area which is either—

(i) A qualified census tract, or

(if) An area of chronic economic dis-
tress.

(4) Qualified census tract. (i) The term
““‘qualified census tract’”” means a cen-
sus tract in which 70 percent or more of
the families have an income which is 80
percent or less of the State-wide me-
dian family income.

(ii) The determination under subdivi-
sion (i) shall be made on the basis of
the most recent decennial census for
which data are available. With respect
to any particular bond issue, such de-
termination may be based upon the de-
cennial census data available 3 months
prior to the date of issuance and shall
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